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KEY ECONOMIC INDICATORS 
($ millions) 
Exchange Rate: US$1.00.= £8.57 


Estimated 
1979 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 3,473 4,050 
GDP at constant 1966 prices 1,059 1,110 
Per capita GDP current prices 1,650 1,880 


Population (000) 2,099 2,156 
Labor Force(900) 720 743 
Avg. Unemployment Rate (July) 4.5% 4.9% 


MONEY & PRICES 


Money Supply (Mo) year end 1,466 1,762 
Interest rates feo industry) 16% 18% 
Wholesale prices (1966 = 100) 347.9 436.5 
Retail prices (1975 = 100) 116.2 127.1 


BALANCE OF PAYMENTS & TRADE 


Gold & For. Exch. Reserves (Net) 
Current Acct. Balance 
External Public Debt 
Annual Debt Service 
Debt Service Ratio 
Exports (f.o.b.) 

U.S. Share 

CACM Share 
Imports (c.i.f.) 
U.S. Share 
CACM Share 


1979/78 
% Change 


Projected 
1980 
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SUMMARY 


Buffeted by sharply increased oi] import prices and experiencing a decline 
in the real value of exports, the Costa Rican economy nevertheless continued to 
expand in 1979, as the GDP grew by an estimated 4.6 percent, down from the 5.8 
percent of 1978. The industrial and commercial sectors, spurred by strong de- 
mand, continued to outpace overall growth as did construction activity. Agri- 
cultural production, plagued by bad weather and increased costs (e.g. fertil- 
Neate 5 stage ved and coffee output declined from the previous year's record 

arvest. 


The GDP growth was accompanied by increasing strains on the economy, most 
notably a growing disequilibrium in the balance of payments. The trade deficit, 
amounting to $520 million, was the major factor in this imbalance and was re- 
flective of a minimal increase in exports (caused in part by a fall in coffee 
earnings) while imports (c.i.f.) continued their upward trend, increasing by 
19 percent to $1,410 million. Oil imports alone increased from $126 to $190 
million, equivalent to 21 percent of export earnings. These developments resulted 
in a sharp worsening in the current account deficit from $371 million in 1978 to 
$601.6 million in 1979. However, a continuing high level of capital inflows com- 
pensated for much of the current account deficit so that reserves amounted to $117 
million at year's end, a drop of $74 million. Much of the capital inflow consisted 
of public sector borrowing and the public external debt increased from $1,049.5 to 
an estimated $1,367 million over the year; the debt service ratio was .199. 


Inflationary pressures mounted rapidly during the year not only as a re- 
sult of external price increases (particularly 011) but also because of expan- 
sionary fiscal and monetary policies of the government. The public sector 
deficit (not financed externally) was in excess of $340 million. Domestic 
financing for this deficit, coupled with the credit demands of the private 
sector, necessitated inflationary credit creation by the national banking system 
and the growth in credit for 1975 was in excess of 38% as compared to the Cen- 
tral bank target of a 16.6 percent increase for the year. The increase in 
aggregate demand caused by such expansionary policies contributed to the sharp 
jump in imports and to the growing pressure on the domestic price structure, 
particularly during the latter half of the year. Knowledgeable observers place 
the inflation rate for the year at 15%, with an upsurge at year's end. 


Government economic policy makers recognize the economic deterioration that 
took place during 1979. Accordingly, they have adopted a new stabilization pro- 
gram consisting of restrictive fiscal and monetary policies aimed at dampening 
the growth in aggregate demand. By this effort, the government hopes to curb 
the growth of import demand as well as internal demand-pull inflationary pressures. 
As a result of these policies, the government has scaled down its projections 
for real GDP growth in 1980 to 1%, a growth rate perceived to be compatible 
with the stabilization effort. The government is also seeking the assistance 
of the IMF in coping with expected balance of payments problems during the 
interval before the restrictive fiscal and monetary measures take effect. Thus, 
1980 will be a year of adjustment for the economy, and governmental demand 
management policies will assume great importance in determining the smoothness 
of the adjustment. The government's stabilization program faces two major 
obstacles: a) inflation-stimulated wage demands by public sector employees 
that could adversely impact on the fiscal restraint program; and b) the infla- 
tion and balance of payments effect of increased prices of imports, particular- 
ly oil. 
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Domestic Economy 


Despite a growth rate of 4.6 percent in the real Gross Domestic 
Product (GDP) and continuing outward signs of economic prosperity dur- 
ing 1979, the symptoms of an overheated economy became more evident and 
the underpinning of the economy suffered erosion during the year. The 
consumer price index (which contains many price controlled items) in- 
creased by 13 percent while the wholesale price index (which is less 
susceptible to controls and is a lead indicator for the CPI) jumped by 24 
percent. Both indices exhibited a spiraling tendency with considerably 
higher rates during the latter half of the year, with knowledgeable ob- 
servers placing the overall inflation rate at 15+ percent (GDP deflator 
basis). The overheated economy with its demand pressures for labor con- 
tributed to a tightening of the labor market and the unemployment rate 
dropped from 4.5 to 2.6 percent (November) over the year; turnover rates 
for labor in the private sector remained high. Consistent with these 
trends, productivity declined and the drop in sectoral GDP growth rates 
was broad based. : 


The agricultural sector, plagued by adverse weather conditions (parti- 
cularly floods) and labor shortages, experienced a disappointing year -- 
1.0 percent growth -- despite a record volume of coffee exports. Banana, 
meat, sugar and cacao production either declined or stagnated, and basic 
grain production was hard hit by flooding. The 1979/1980 coffee crop is 
projected at 12 percent less than the previous year's record harvest. 


Increased consumer demand as a result of expansionary fiscal and 
monetary policies had a substantial impact on the industrial sector which, 
in response to vigorous domestic demand, increased production by 5.1%, 
in real terms. Equally noteworthy, was the rise in the prices of indust- 
rial products caused not only by augmented demand but also by the rising 
cost of labor and imported inputs. The commercial sector -- reflecting 
high levels of consumer activity and external sector transactions -- 
enjoyed a substantial nominal growth, and its real growth rate, 5.6%, 
was the highest of any sector except construction and contributed 19.1% 
of GDP. The general government sector grew more slowly than the economy 
-- 3% -- and its share of the GDP is estimated at 10%. 


The performance of the economy was marked by an unhealthy expansion 
of domestic aggregate demand as a result of inflationary financing of de- 
ficit fiscal expenditures, coupled with a high level of private sector 
consumption and investment, particularly inventory buildup of imported 
goods. These factors contributed to significant inflationary pressures 
throughout the economy. The “safety valve" of imports, which in past 
years had served to dissipate or ameliorate such pressures, also contri- 
buted to inflationary pressures because of the price increases registered 
in most imports, particularly for oi] and wheat but also for consumer 
goods and intermediate industrial materials. Thus, the "openness" of the 
economy, viz. $1.4 billion in imports against a GDP of $4 billion, made 
Costa Rica vulnerable to the inflationary price increases of the inter- 
national economy. These factors constituted a considerable strain on the 
domestic price structure, and some observers believe that Costa Rica 





has entered a period of spiralling inflationary prices. 


Fiscal Policy 


Deficit spending by the public sector during 1979 was a major con- 
tributing factor to inflationary pressures. The growth rate of central 
government revenues showed a drop from the 18% increase of 1978 to only 
9% in 1979, resulting in revenue collections of $508 million. This figure 
contrasts sharply with the $828 million in central government expenditures 
(including $40 million for amortization) leaving a deficit to be financed 
of $320 million, of which only $110 million was financed externally. When 
deficit spending by the rest of the public sector is considered, the total 
fiscal deficit requiring domestic financing amounted to $341.9 million, a 
considerable strain on a banking system whose loan and financial invest- 
ment portfolio amounted to only $1,427 million at the end of 1978. Expen- 
ditures by autonomous government agencies were a contributing factor in 
this deficit financing, with CODESA (autonomous development agency) alone 
requiring $100 million. 


Monetary Policy 


Despite the planned program to tighten monetary policy by restricting 
credit growth to only 16.6 percent during 1979, the events of the year 
resulted in much greater growth in credit. As noted in the preceding 
section, fiscal expenditures of the public sector rose sharply and were 
much higher than had been projected by the monetary authorities. Similarly, 
1979 tax revenues had been estimated at a level higher than realized and 
thus the Central Bank's monetary and credit program for 1979 was made 
largely irrelevant by the public sector's deficit financing requirements. 
Overall credit by the nationalized banking system amounted to $552.6 
million, an increment of 38% over the previous year. Credit to the public 
sector alone grew from $114.6 million to $341.9 million, an increase of 
nearly 300%. Financing of the public sector debt accordingly, was highly 
inflationary and was a major reason for the increasing strains on the dom- 
estic price structure, particularly during the latter half of the year. 
Even the credit target for the private sector, which had been set at 16% 
growth, was exceeded, and reached 20%. 


Trade and Payments 
Exports 


Costa Rican export performance did not match international inflation 
and only reached $890 million, a nominal increase of 3-7% over 1978. Coffee 
prices declined for the second straight year (average price of $1.47/1b. 
versus $1.67/1b. in 1978), but an increase of 12 percent in the volume of 
coffee exports nearly offset the decline in international coffee prices. 
The $308 million 1979 figure for coffee export earnings was only $6 million 
less than the 1978 figure. (It should be noted, however, that early 
harvesting of the 1979/80 crop permitted unusually high exports in the IV 
quarter of 1979; 1980 export figures will be correspondingly lower because 
of these early shipments.) Reflecting the upward trend in US market prices, 
the value of beef exports registered a 33% increase to a total of $80 
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million; volume, however, declined by 10%. Exports of other two major 
commodity exports -- bananas and sugar -- stagnated and registered $155 
and $17.5 million, respectively. Non-traditional exports, which had risen 
by less than 6% during 1978, showed a 12 percent growth during 1979 des- 
pite the stagnation in exports to the Central American Common Market 
arising from disruptions that occurred in. the region during the year. This 
upward trend, notwithstanding Central America, is indicative of a growing 
market diversification for Costa Rican exports of non-traditional goods.: 


Imports 


Higher prices for imported goods, particularly oi], coupled with 
a continuing high level of demand for consumer goods and construction 
materials, resulted in a record level of imports, $1,508.6 million, 19% 
higher than in 1978. Imports of petroleum and related products reached 
$190 million (up 50% from the $126 million of 1978) and constituted 13.5% 
of the total import bill or equivalent to 21.3 percent of export earnings. 
(For 1980, the oil import bill will not rise as rapidly because of increased 
hydroelectric production, but Costa Rica will remain vulnerable to OPEC 
pricing policies.) Similarly, international inflation which increased the 
price of other imports also contributed to the increased import bill. 
Apart from these two external factors, the growth of domestic aggregate 
demand fueled import demand and contributed to a higher level of imports, 
notwithstanding the higher prices of imports. 


Balance of Payments 


The sustained high level of import demand coupled with minimal growth 
in exports caused a further deterioration in Costa Rica's negative trade 
balance, from $325 million in 1978 to an estimated $520 million in 1979 
(f.0.b. exports - c.i.f. imports). When the net deficit in services 
and transfers is included, the country sustained a current account deficit 
of $601 million during 1979, a 62% increase over the 1978 deficit. Capital 
flows compensated for most of the deficit, viz. net capital flows to the 
public sector were $385 million while porivate sector flows (including 
errors and omissions) amounted to $141 million. However, the uncompensated 
portion necessitated a drawdown on reserves of some $75 million, leaving 
the country with $117 million in net foreign exchange reserves at year's 
end, equivalent to 30 days worth of imports at the 1979 level. 


Public sector borrowings, which were crucial to the maintenance of 
a manageable balance of payments, resulted in a significant increase in 
the disbursed public sector external debt, from $1,049.5 million to 
an estimated $1,367 million at the end of 1979. This debt is equivalent 
to .35 of GDP. The relatively favorable terms of commercial borrowings 
in the past eighteen months permitted early repayment of less favorable 
loans, so that public debt service payments for 1979 are estimated at 
$244 million, a debt service to exports of goods and services ratio of 
-199, a reduction from the .214 of 1978. 


The trends in Costa Rica's balance of payments over the past three 
years is readily evident in the comparative chart that follows: 





Balance of Payments 1977-79 (net) 
($ millions) 


1977 1978 1979 * 


Exports (f.o.b.) 828 865 890 
Imports (c.i.f.) 1,021 1,184 1.410 


Trade Account -193 -319 -520 
Services & Transfers 


Current Account 


Capital Flows: 


a) Official 
b) Private 


Capital Account 


Change in Reserves 
Reserves at Year's End 
* preliminary estimates 
Outlook for 1980 


The prevailing serious disequilibria in the balance of payments and 
in the domestic price structure make it clear that the Costa Rican economy 
will undergo significant adjustment during 1980. Though Costa Rica's ex- 
port structure was considerably diversified during the 1970's, its depen- 
dence on agricultural commodity exports remains substantial, viz. such 
exports still comprise three-fifths of Costa Rican exports. The markets 
for these agricultural products and Costa Rica's limited ability to expand 
these exports are not expected to provide any great increase in export 
earnings in 1980. Exports of non-traditional goods, which grew rapidly 
during most of the 1970's, face the uncertainties associated with prob- 
lems in Central America, the principal market for Costa Rican industrial 
exports. In the face of pessimistic export growth projections, the curbing 
of import growth becomes imperative if the balance of payments deficit 
is to be made manageable in 1980. Direct controls over imports would 
constrict the "safety valve" that permits inflationary pressure to dis- 
sipate. The result would be to divert demand onto domestically prgduced 
goods, with attendant inflationary price increases. Thus, the basic prob- 
lem is one of curbing the growth in aggregate demand, particularly the 
public sector portion of demand, thereby alleviating not only import demand 
pressures, but domestic inflationary demand pressures also. 
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In response to the economic difficulties facing the country, Presi- 
dent Carazo announced, in December of 1979, the main outlines of a stabil- 
ization program aimed at the inflation problem and the balance of payments 
disequilibria. On the fiscal side he pledged that deficits of public 
sector agencies would be reduced from the $490 million of 1979 to $360 mil- 
lion in 1980 and that savings would be increased from $11.6 million to 
$87 million. Furthermore, he noted that by means of an executive decree 
he had vested the central government with control over autonomous govern- 
ment agencies' expenditures, which constitute three-fifths of total public 
sector expenditure. With this authority, he had mandated a limit of $360 
million in domestic credit financing to the public sector (excluding the 
central government) and a rationalization of import requirements for 
that sector in 1980. As for central government spending, the President 
noted the limited fiscal flexibility available to the government, pointing 
out that 96 percent of expenditures were fixed either by law or by past 
contractual obligations. Nonetheless, he pledged a reduction in new in- 
vestment by the central government and proposed a 15% growth limitation on 
central government expenditures for 1980. Despite these efforts to 
curb government spending, the President acknowledged that 1980 expenditures 
would be inflationary if not compensated by an increase in tax revenues. 
Accordingly, and using executive decree power, he increased sales taxes 
on a variety of consumer goods which are estimated to raise an additional 
$55 million in tax revenues in 1980. Finally, the President stated that 
public sector external borrowing would be limited to $290 million. 


Complementing the announced fiscal policy, the Central Bank credit 
and monetary program for 1980 is comparably austere. Credit creation by 
the banking system is programmed for a 19.2 percent increase in contrast 
to the 38.7 percent increase in 1979. Credit to the private sector is 
projected to grow by 15.8% (20% growth in 1979) to a total of $1,437.8 
million. Credit to the central government will total $560 million, while 
the rest of the public sector will receive $360 million. The money supply 
(Mz) is programmed to increase by 14.6 percent, or less than the anticipated 
growth rate of nominal GDP. Monetary policy, with its implied credit 
squeeze for both the private and public sectors, appears highly compatible 
with the fiscal measures of the 1980 stabilization program. 


In proposing this stabilization program, the government anticipates 
that the International Monetary Fund will extend balance of payments 
assistance in support of the program. There is every probability that the 
IMF will approve a stand-by agreement in the amount of $94.4 million. 
Projections of how the economy will respond to the stabilization program 
are difficult to assess. The government has, however, announced economic 
objectives that are consistent with its austerity program. Growth of real 
GDP is targeted at 1%, as opposed to the estimated 5% in 1979; no increase 
is projected in the real value of imports; a diminution of current account 
deficit by some $80 million is anticipated; and a manageable loss is 
expected in foreign exchange reserves. These are relatively harsh pro- 
jections when compared to the four year period of prosperity that Costa 
Rica has enjoyed since the 1974-5 international recession, but they may 
be attainable objectives if the government is able to implement the stabil- 
ization program, or if additional policy measures are taken. 
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The government's economic stabilization efforts face two major ob- 
stacles. The first of these is the present uncertainty in the inter- 
national economy, particularly the potential of inflationary price increases 
for Costa Rica's major imports, e.g. 011, wheat, capital goods, raw and 
intermediate industrial materials. The second and closely intertwined 
factor is the prevailing inflationary pressure on the domestic price 
structure. In an effort to compensate for the inflationary erosion of its 
money wages, organized labor (particularly in the public sector) may force 
wage increases that are inconsistent with the government's stabilization 
program. The resolution of these two issues will bear greatly on the 
success or failure of the government's program. 


B. IMPLICATIONS FOR AMERICAN BUSINESS 


The United States, traditionally Costa Rica's most important source 
of imported goods, in 1979 increased its share of the market to 36%. As 
total imports increased 19%, the value of U.S. exports to Costa Rica 
reached a record $508 million. 


The industrial sector continued to surpass the agricultural sector 
as a contributor to GDP. The importance of both these sectors, and the 
government's emphasis on agro-industry, makes Costa Rica an excellent 
market for capital equipment, industrial raw materials, and agricultural 
machinery and equipment. The government will continue to be a good custo- 
mer for goods related to infrastructure projects and social services, 
particularly in such areas as highway construction, electrical power 
generation, communications and health care. While the majority of pur- 
chases for infrastructure type projects will continue to’be financed by 
international lending institutions, U.S. suppliers’ success in winning 
such bids will depend to a large extent on their ability to provide 
competitive financing packages. 


Imported consumer items face hign duties, and most of these items 
are also subject to high internal taxes. The lowering of indirect, 
internal taxes on selected small white goods, sound equipment, toys, 
bicycles, cameras, and tires and tubes should stimulate imports of these 
particular items in 1979. 


Production of food crops continue to receive Government stimulus but 
the demand for imported agricultural products should show growth in 1980. 
Grains and grain products, animal feed and dairy products will continue to 
be the major U.S. agricultural exports to Costa Rica in 1980. Follow- 
ing the trend of recent years, the United States was Costa Rica's only 
source of wheat, for a total of $17.4 million (f.0.b.), or 42.6 percent 
of the total U.S. agricultural sales on a commercial basis. 


The agricultural sector remains an important importer of machinery, 
fertilizers and chemicals. Although credit is expensive, the Central 
Bank does offer preferential rates for normal operational needs for a 
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part of this sector and the sector should maintain a high level of im- 
ported production inputs. 


Major sales of equipment or services will be related to large economic 
development projects underwritten by the government. A list of these 
projects is attached. 


Investment Climate 


Costa Rica continues to offer a favorable investment climate. From 
the viewpoint of the foreign investor, constitutional guarantees of 
equal treatment, enforced by an independent judiciary, are of particular 
importance. The government encourages foreign investment in projects 
considered beneficial to the country, especially agro-business related 
investments. Incentives offered vary depending on such factors as the use 
of local resources, employment created, export potential, and whether a 
similar industry already exists in Costa Rica or within the Central Ameri- 
can Common Market. A highly educated and readily trainable labor force 
and a large hydroelectric potential are additional attractions to the 
potential investor. No restrictions exist on profit remittances; foreign 
exchange is sold on the free market, viz. the Stock Exchange. 


Potential investors interested in obtaining detailed information on 
investment incentives offered by the Costa Rican Government may wish to 
write directly to: 


Costa Rican Export and Investment Promotion Center (CENPRO) 
P.0. Box 5418 
San Jose, Costa Rica 


CENPRO also maintains four offices in the United States: 


Mr. Jorge Mora 

CENPRO 

International Trade Mart Building 

Suite 1035 

New Orleans, Louisiana 70130 

phone: 504-529-2282, telex: 6821182 CRND 


CENPRO 

200 S. E. First Street (Suite 400) 
Miami, Fla. 33131 

phone: 305-358-1891 


CENPRO 

211 East 43rd Street 

New York, NY 10017 

phore: 212-986-6373; telex: 422714 DUNRICA 


CENPRO 

P.O. Box 11101 

CAPARRA, Heights Station 

San Juan, Puerto Rico 00922 

phone: 809-754-0155; telex: 325-2335 CREXP PT 





MAJOR PROJECTS INVENTORY - 1980 


AMOUNT ESTIMATED 


Arenal Hydroelectric 

Corobici 

Ventanas/Garita Hydroelectric 

Geothermal Power 

Rural Electrification 

Telecommunication 

Telecommunication 

Santamaria International Airport 

New Port of Caldera - Pacific Coast 

Improvement to Limon port facilities 

Moin port facilities 

Southern Coast Highway 

Naranjo/Los Chiles 

Villa Colon/Caldera 

San Jose/Quepos 

Baru/Palmar Norte 

National Parks 

Consolidation & Improvement of Railroads 

Culebra Bay Tourist Development 

Guacamaya Tourist Development 

Potable Water & Sewage Service 

New Hospital - Liberia 

Puntarenas fishing and refrigeration 
facilities 

San Jose Waste Processing Plant 

Holiday Inn Hotel 


Code Number Explanation 


Ministry of Transportation 
Ministry of Agriculture 


CNP - Consejo Nacional de Producci6én 
Municipality of San Jose 
Private Enterprise 


SOW ON DUE WHE 


_ 


* U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/262 


$ MILLION 


60.0 
150.0 
60.0 


NOHkfPrR NON RK RK NWN LR RK DN DW Fe 
OSOOMMOONUWUONOCOOUMUOUWOOUW 
Seo o°oe 2 Co 6c Coc 2 oe 0°: C'Oo &@ © 


. 


ie 
woowu 
oe Oo © 


ICE - Instituto Costarricense de Electricidad 


CODESA - Corporacion Costarricense de Desarrollo 

ICT - Instituto Costarricense de Turismo 

SNAA - Servicio Nacional de Acueductos & Alcantarillados 
CCSS - Caja Costarricense de Seguro Social 


FINANCING 


IADB 
BID 

BID 
IADB 
IBRD 
IADB 
Private 
IADB 
Japan 
W. Germany 
Private 
IADB 
LADB 
IADB 
IADB 
CABEI 
IADB 
Private 
IADB 
IADB 
BID/England 
BID 


IADB 
Private 
CABEI/Bank 
of Boston 


COMPLETION 


1980 
1983 
1987 
1981 
1980 
1982 
1982 
1981 
1982 
1981 
1981 
1981 
1981 
1981 
1982 
1982 
1981 
1982 
1982 
1981 
1982 
1983 


1981 
1982 


1981 
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